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SUMMARY  OF  KEY  FINDINGS 

How  much  income  have  cities  earned  from  Urban  Deveiopment  Action 
Grant  projects? 

•  -      We  estimate  that  the  1,013  grantees  with  closed  out  or  completed  projects  have  received 

cumulative  income  from  UDAG  project  repayments,  excluding  tax  revenues,  totalling  $455 
•  million. 

•  We  estimate  that  all  projects  now  closed  out  or  completed  will  yield  an  additional  $443  million 
in  paybacks  in  the  next  five  years.  If  cities  provide  proper  management,  many  projects  will 
continue  to  yield  revenues  beyond  this  date. 

•  The  smallest  grantees  with  populations  under  10,001  average  around  $276  thousand  in 
paybacks.  Cities  between  10,001  and  50,000  average  $515  thousand  in  paybacks.  Those 
between  50,001  and  200,000  average  $781  thousand.   The  largest  cities,  those  with 
populations  more  than  200,000,  have  received  an  average  of  $2.6  million. 

"  Overall,  79  percent  of  the  income  from  UDAG  projects  comes  as  repayments  on  loans  to 

developers.  The  sale  of  projects  provides  17  percent  of  total  repayments  and  cash  flow 
participation,  four  percent. 

"  Tax  revenues  -  property,  sales,  and  income  taxes,  and  payments  in  lieu  of  taxes  -  from  UDAG 

projects  are  a  major  additional  source  of  income  to  many  grantees.  Respondents  to  the  survey 
reported  some  $81  million  in  taxes  from  UDAG  projects  for  Fiscal  Year  1988.  This  was  38 
percent  higher  than  taxes  reported  for  comparable  cities  in  our  existing  data  base.  Our  best 
estimate  is  that  all  cities  with  UDAG  projects  received  around  $368  million  in  taxes  in  FY  1988 
from  their  projects. 

How  well  are  cities  managing  their  income  from  Urban  Development 
Action  Grant  projects? 

"  One  of  every  four  cities  with  a  closed  out  or  completed  UDAG  project  has  received  less  than  is 

due  to  date  from  either  repayments  on  loans  or  participation  in  cash  flow.  This  involves  206 
projects. 

•  Bankruptcy  of  a  developer  has  been  a  cause  of  these  shortfalls  in  54  cities,  9.3  percent  of  the 
total  cities  responding  to  the  survey.  Projects  where  the  developer  has  filed  for  bankruptcy 
represented  eight  percent  of  the  projects  with  loans. 

•  Commercial  and  mixed  projects  had  a  relatively  high  percent  of  projects  paying  less  than  cities 
estimate  they  should  have  received,  compared  to  industrial  projects.  For  projects  approved  in 
the  same  year,  commercial,  mixed  and  housing  projects  had  a  lower  percent  of  their  loans 
paid  back  to  date  than  did  industrial  projects.  Industrial  projects  typically  have  higher  interest 
rates  and  a  shorter  time  to  repay  their  loans  than  commercial  and  housing  projects. 

•  The  most  common  response  by  grantees  to  deal  with  the  financial  difficulties  of  developers 
(such  as  inability  to  meet  repayment  schedule)  was  to  renegotiate  the  loan  agreement,  an 
action  taken  by  54  cities.  Twenty-five  cities  chose  to  forgive  part  or  all  of  a  loan  to  a  developer. 


Overall,  cities  with  income  from  UDAG  projects  have  spent  sixty-eight  percent  of  the  funds 
earned  from  UDAG  paybacks.  Small  cities  have  spent  the  lowest  percent  of  income  received 
of  any  city  size  category  (53  percent).  Thirty  percent  of  the  cities  with  income  reported 
spending  more  than  90  percent  of  the  income;  thirty-nine  percent  reported  spending  less  than 
40  percent  of  income  received.  Many  cities  were  not  spending  their  funds  in  a  timely  manner. 

Most  grantees  are  spending  at  least  half  of  their  payback  income  on  their  commercial  or 
industrial  development  projects. 

Smaller  grantees  were  more  likely  to  earmark  payback  income  for  special  public  works 
projects.  Fifty-two  percent  of  the  smallest  cities  with  paybacks  used  funds  in  this  way;  six 
percent  of  the  largest  did  so. 

Sixty-three  percent  of  cities  with  paybacks  use  revolving  loan  funds.  These  grantees  are 
managing  UDAG  payback  income  in  a  form  that  would  provide  continuing,  long-term  reuse  of 
the  funds. 

About  46  percent  of  the  respondents  with  payback  income  limited  reinvestment  to  industrial  or 
commercial  development.  Seventeen  percent  earmarked  funds  for  investment  in  housing. 
Thirty-two  percent  set  the  minimum  standard  that  grantees  use  UDAG  repayments  for  any 
activities  eligible  under  Title  I  of  the  Housing  and  Community  Development  Act. 

Grantees  often  set  standards  that  projects  funded  with  UDAG  paybacks  must  meet  to  qualify 
for  support.  The  most  common  standard,  applied  in  55  percent  of  the  responding  cities  with 
payback  income,  required  funded  projects  to  provide  new,  permanent  jobs.  Forty-two  percent 
required  that  assisted  projects  sen/e  low-and  moderate-income  families. 

Responding  grantees  have  used  payback  income  to  fund  1,456  projects.  They  report  the 
cumulative  creation  of  22.479  jobs,  the  construction  or  rehabilitation  of  2,066  housing  units, 
and  additional  taxes  totaling  Sn.7  million  dollars.  These  numbers  are  probably  substantially 
underreported  because  many  communities  with  active  programs  did  not  fill  out  the  portion  of 
the  form  dealing  with  jobs  created. 

What  innovative  and  successful  payback  management  practices  have  cities  developed? 

Many  communities  have  leveraged  their  paybacks  through  effective  revolving  loan  funds  for 
economic  development.  Philadelphia  has  created  a  mini-UDAG  program  with  paybacks.  Los 
Angeles  used  five  million  dollars  in  paybacks  as  security  to  leverage  a  $40  million  revolving 
loan  fund  for  small  businesses  in  distressed  areas.  The  loan  fund  came  from  a  letter  of  credit 
from  private  banks.  Huntington,  Indiana,  has  leveraged  $750,000  in  paybacks  into  a  two  million 
dollar  revolving  loan  fund. 

Some  communities  have  concentrated  on  housing  activities  with  payback  dollars  received. 
Commerce,  California,  has  used  about  a  third  of  its  payback  funds  for  300  units  of  low-  and 
moderate-income  housing.  Los  Angeles  has  pledged  its  payback  funds  from  the  Vermont 
Slauson  shopping  center  project  to  a  non-profit  development  corporation.  It  provides  housing 
rehabilitation  and  other  loans  in  a  distressed  area  near  the  Watts  Enterprise  Zone. 

Other  cities  have  done  an  excellent  job  in  managing  the  collection  of  paybacks.  The  Financial 
Services  Corporation  in  New  York  City  manages  a  large  payt>ack  portfolio,  identifies  emerging 
problems  with  projects  and  provides  technical  assistance  for  those  facing  difficulties. 


Cleveland  has  worked  with  auditors  of  the  UDAG  developers  to  be  sure  that  financial  data 
provided  are  adequate  to  monitor  cash  flow  participation  agreements. 

What  can  be  done  to  expand  the  innovative  features  of  grantee  payback  management  and  to 
address  problems  identified? 

'    -      In  light  of  the  fact  that  well  over  $2  billion  in  UDAG  paybacks  are  still  due  to  cities,  HUD  field 
staff  needs  to  improve  its  monitoring  of  the  receipt  and  use  of  paybacks.  HUD  should  pay 
•  particular  attention  to  cities  and  projects  facing  difficulty  in  payback  management. 

•  We  need  to  collect  timely  and  accurate  data  on  both  the  receipt  and  use  of  funds  to  be  sure 
that  funds  are  spent  on  approved  Title  I  purposes. 

•  HUD  staff  should  offer  increased  technical  assistance  to  cities  with  difficulties  in  payback 
management  to  help  them  achieve  maximum  leverage  of  paybacks.  In  so  doing,  they  should 
identify  innovative  and  successful  examples  and  improve  communications  among  grantees  to 
distribute  information  on  good  management  practices. 
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AN  ANALYSIS  OF  INCOME  CITIES  EARN  FROM 

UDAG  PROJECTS 

Introduction:  Scope  and  Purpose 

From  1978  to  1988  cities  made  $2.9  billion  in  loans  to  developers  from  $4.6  billion  in  grants  received 
from  HUD  under  the  Urban  Development  Action  Grant  program.  The  repayments  from  these  loans  is 
one  of  the  largest  flexible  sources  of  funding  still  available  to  cities  to  address  pressing  urban 
problems. 

The  receipt  and  wise  use  of  these  payback  funds  is  not  automatic.  Cities  must  follow  prudent 
management  practices  to  be  sure  that  developers  will  pay  the  money  they  owe  when  it  is  due.  There 
has  been  strong  pressure  from  some  developers  to  forgive  or  change  the  terms  of  the  loans. 

If  cities  follow  wise  management  practices,  they  can  grasp  the  opportunity  to  use  the  full  potential  of 
these  payback  resources  to  achieve  critical  housing  and  community  development  goals.  If  they  pay 
little  attention  to  these  resources,  they  may  miss  an  opportunity  that  will  not  present  itself  again. 

Repayments  of  developer  loans  go  to  the  cities,  not  to  the  Federal  government  as  is  the  case  with 
Federal  loan  programs.  Cities  control  the  use  of  these  funds,  subject  to  the  statutory  requirement  that 
cities  use  the  money  for  approved  purposes  of  the  Community  Development  Block  Grant  or  UDAG 
programs.  For  projects  approved  in  1989,  cities  must  use  the  funds  for  economic  development 
activities  that  are  eligible  under  the  UDAG  or  Block  Grant  programs 

Although  cities  must  report  UDAG  paybacks  to  HUD,  a  preliminary  study  by  Region  I  staff  in  New 
England  showed  that  our  existing  data  on  paybacks  were  inaccurate  or  outdated.  The  staff  discovered 
that  many  cities  did  not  know  what  the  developers  owed  them  and  did  not  maintain  adequate 
documentation  on  paybacks.  HUD  last  conducted  a  national  study  of  paybacks  five  years  ago. 

Without  close  monitoring  and  no  recent  research  on  paybacks,  HUD  simply  lacked  any  detailed 
knowledge  of  UDAG  paybacks.  To  fill  this  gap  in  our  knowledge,  the  Office  of  Program  Analysis  and 
Evaluation  and  the  UDAG  office  launched  a  payback  study  in  early  1989.  Field  staffs  In  Regions  IV  and 
V  provided  additional  support.  This  study  included  a  two-part  questionnaire  mailed  to  more  than  1,000 
cities  covering  more  than  2,000  closed  out  or  completed  UDAG  projects.  Also  Headquarters  and  Field 
staff  visited  25  cities  and  met  the  local  governments  and  developers.  The  Appendix  contains  further 
details  on  the  methodology. 

The  study  tried  to  answer  three  basic  questions: 

°  How  much  payback  income  have  the  local  governments  received  to  date? 

'  How  are  localities  using  funds  generated  by  UDAG  paybacks? 

*  What  Innovative  and  successful  methods  have  cities  developed  for  managing  UDAG 

paybacks? 


In  response  to  the  sun/ey,  590  cities  returned  Part  A  covering  total  receipts  and  uses  of  UDAG 
payments  and  information  on  individual  payback  management  programs.  These  cities  also  provided 
data,  in  Part  B,  on  1,263  closed  out  or  completed  projects.  This  report  is  a  summary  of  the  results  of 
this  questionnaire,  field  trips  and  other  information  sent  in  by  cities. 

Background 

To  place  payback  issues  in  context,  it  is  desirable  to  understand  some  basic  facts  about  the  UDAG 
program  and  its  basic  policies  and  procedures.  These  policies  establish  the  framework  in  which 
peyt>acks  are  made. 

The  Urban  Development  Action  Grant  program  was  created  in  1977  to  stimulate  economic 
development  in  distressed  communities.  No  funds  were  appropriated  for  the  program  for  Fiscal  Years 
1989  and  1990.  UDAG  grants  are  made  to  local  governments  that  use  the  funds  largely  to  make  loans 
to  private  developers  and  to  industrial  companies  to  implement  economic  development  projects. 
These  loans  leverage  private  investment  and  create  new  jobs. 

Since  the  program  was  created  to  the  end  of  Fiscal  Year  1988,  $4.6  billion  in  2,970  Federal  grants  were 
made.  They  are  leveraging  $32  billion  in  private  funding,  and  nearly  $2  billion  in  other  Federal,  State, 
and  local  grants.  Grants  went  to  331  large  cities  and  871  small  cities  meeting  stated  economic 
distress  criteria.  By  the  end  of  Fiscal  Year  1988,  nearly  350,000  jobs  had  been  created  by  these 
projects  and  87,000  housing  units  had  been  built  or  rehabilitated. 

The  policies  of  the  program  were  designed  to  ensure  that  each  project  is  linked  to  demonstrated 
need.  Among  these  policies  were: 

°  HUD'S  intention  from  the  inception  of  the  program  was  that  recipient  cities  be  permitted 

to  make  direct  loans  of  UDAG  funds  to  private  sector  parties.  Thus,  cities  would  benefit 
from  repaid  funds  which  could  be  used  to  fund  additional  development.  This 
development  would  generate  benefits  in  addition  to  the  initial  benefits  generated  by  the 
initial  project. 

°  All  projects  were  selected  competitively  based  upon  the  level  of  distress  of  the 

community  and  the  benefits  of  the  project.  One  important  factor  in  project  selection 
was  the  leveraging  ratio:  the  ratio  of  private  to  UDAG  funds  committed  to  a  project.  The 
amount  of  the  UDAG  assistance  should  be  the  "least  amount  necessary"  to  make  the 
project  work. 

°  The  policy  of  encouraging  loans  to  developers  has  resulted  in  a  gradual  increase  in  the 

ratio  of  loans  to  grants  over  the  years.  Only  17  percent  of  assistance  was  used  by 
cities  for  loans  in  the  first  year  of  operations;  In  the  past  several  years  it  has  been  over 
90  percent.  Overall,  70  percent  of  assistance  ($2.9  billion)  has  been  used  for  loans. 

*  Cities  must  report  to  HUD  on  the  receipt  and  use  of  funds,  as  well  as  jobs  created  and 

other  benefits. 


1.     HOW  MUCH  INCOME  HAVE  CITIES  EARNED 

FROM 
UDAG  PROJECTS? 

The'UDAG  program  awards  funds  to  cities  which  in  turn  loan  money  to  developers.  According  to  the 
terms  of  the  grant  agreement  negotiated  by  UDAG,  the  grantee,  and  the  developer,  cities  eventually 
may  earn  income  in  three  basic  ways: 

•  loan  repayments  (including  payments  of  principal  and  interest)  by  private  developers  to 

cities; 

"  cash  flow  participation  agreements  in  commercial  UDAG  projects,  where  cities  receive 

a  percentage  of  the  net  profits  from  a  project  after  it  has  achieved  an  agreed-upon  rate 
of  return; 

"  sale  of  projects  where  developers  pay  cities  a  portion  of  profits  made  upon  the  sale  of  a 

completed  project. 

In  addition,  there  are  other  minor  sources  of  income  by  cities  not  identified  separately  in  this  analysis. 
These  include  excess  proceeds  of  syndications,  fees,  and  interest  on  payt>ack  funds  invested. 

The  net  annual  increase  in  taxes  from  UDAG  projects  is  also  an  important  additional  source  of  income 
for  many  cities.  We  treat  taxes  separately  from  payback  income  in  this  section.  We  do  not  include 
taxes  in  the  UDAG  payback  totals  listed  below.  Tax  revenues  usually  come  to  the  grantee  as  part  of 
general  revenues  and  cities  do  not  track  taxes  from  UDAG  projects  as  separate  income  budget  items. 
There  are  no  restrictions  on  how  cities  are  to  spend  tax  revenues,  only  that  cities  must  report  tax 
information  as  part  of  their  required  periodic  reports  to  HUD. 

INCOME  FROM  REPAYMENTS  ON  LOANS,  CASH  FLOW,  AND 
SALE  OF  PROJECTS 

We  asked  cities  to  report  income  in  two  ways.  First,  we  asked  in  our  questionnaire,  "How  much  has 
been  received  cumulatively  from  all  UDAG  projects  (excluding  taxes)  as  of  the  end  of  the  last  fiscal 
year?"  Second,  we  asked  cities  to  report  on  the  income  generated  by  each  closed  out  and  completed 
UDAG  project.  In  this  second  approach  we  asked  cities  to  report  income  by  its  source,  that  is, 
repayments,  cash  flow,  and  sales  of  projects.  More  cities  responded  to  the  first  approach  than  to  the 
second  and  thus  we  can  derive  a  more  accurate  estimate  of  total  UDAG  income  from  the  city-level 
data.  By  using  the  project-level  data,  the  estimate  of  total  revenue  is  lower,  but  that  data  show  in  detail 
the  type  of  payback  income  received. 

CITY  LEVEL  DATA 

Sixty-nine  percent  of  cities  responding  to  the  questionnaire  reported  total  paybacks  from  all  sources. 
Table  1. 1  shows  400  cities  reporting  total  paybacks.  These  were  the  cities  for  which  population  data 
was  available.  These  cities  reported  income  totalling  $291  million.  The  number  of  cities  reporting  no 
paybacks  was  1 16.  Twelve  cities  reported  income  from  individual  projects  but  did  not  report  total 
income  from  all  sources.  Other  cities  did  not  answer  the  question 


TABLE  1.1. 

REPORTED  TOTAL  CUMliLATIVE  INCOME  FROM 

LlDAC;  PROJECTS,  FV78  -FN 88 


« 

Number 

Mean 

of  Cities 

Number  of 

Cumulative 

Income 

Citv  PoDuIation 

with  Paybacks 

Projects 

Income 

per  Citv 

under  2,500 

50 

55 

$13,838,564 

$276,771 

2,501  thru  10,000 

97 

138 

24,362,003 

251,154 

10,001  thru  50,000 

134 

243 

69,094,351 

515,629 

50,001  thru  200,000 

70 

208 

54,688,361 

781,262 

over  200,001 

49 

342 

129,727,993 

2,647,510 

Totals 


400 


986 


$291,711,272      $729,278 


tt  is  possible  to  estimate  the  total  income  earned  by  all  grantees,  with  completed  or  closed  our 
projects.  We  based  this  estimate  on  the  assumption  that  the  same  percentage  of  non-respondents  will 
have  income  as  occurs  among  the  respondents.  We  then  derived  the  estimate  by  the  following  steps: 

(l)Calculate  the  number  of  cities  reporting  paybacks  within  each  population  category. 

(2)  Calculate  the  mean  income  reported  for  cities  in  each  population  group  as  reported  on  the 
questionnaire.  We  show  this  in  Table  1. 1. 

(3)  Multiply  the  percent  of  respondent  grantees  reporting  income  by  the  number  of 
non-respondents  in  each  population  group.  This  assumes  that  the  same  percent  of 
non-respondents  will  have  payback  income  as  respondents.  We  give  the  number  of 
non-respondents  for  each  city  size  group  in  the  Appendix. 

(4)  Multiply  the  number  derived  by  step  (3)  by  the  mean  Income  of  respondents  per  city  size 
group.  This  provides  the  total  estimated  income  of  each  size  group  for  non-respondents. 


(5)  Add  the  total  estimated  Income  for  city  size  categories  for  both  respondents  §nd 
non-respondents  and  sum  the  total  income  in  all  categories. 


TABLK  1.2. 
PERCENT  OF  RESPONDING  GRANTEES  WITH  INCOME  FROM  UDAG 

PROJECTS 

Grantees 


City  Population 


Reporting 

Responding 

Income 

to  Questionnaire 

50 

77 

97 

155 

134 

197 

70 

93 

49 

56 

Percent 
with  Income 


under  2,500 
2,501  thru  10,000 
10,001  thru  50,000 
50,001  thru  200,000 
over  200,001 


64.9% 

62.6 

68.0 

75.3 
87.5 


Totals 


400 


578 


69.2% 


Note:  Includes  only  projects  for  which  population  data  was  available.  (See  Appendix  for 
methodology.  Population  data  were  missing  on  12  projects) 

Overall,  69  percent  of  the  respondents  reported  some  income.  Table  T.3  gives  the  estimated  total 
cumulative  income  for  each  size  group  of  cities  and  the  total  for  all  cities  with  closed  out  or  completed 
UDAG  projects.  In  sum,  we  estimate  that  the  1,013  grantees  with  closed  out  or  completed  UDAG 
projects  have  received  income  on  the  projects  totalling  at  least  $455  million  to  date. 

TABLE  1  J. 

PROJECTED  TOTAL  INCOME  FROM  ALL  CLOSED  OUT  AND 

COMPLETED  UDAG  PROJECTS  BY  CITY  POPULATION 


City  Population 


Total  Number 
of  Grantees 


Estimated 
Total  Income 


under2,500 
2,501  thru  10,000 
10,001  thru  50,000 
50,001  thru  200,000 
over  200,001 


140 
284 
345 
158 
74 


$25,130,820 

44,630,130 

120,986,478 

92,892,072 

--171.426,775 


Totals 


1,013 


$455,065,775 


We  show  the  detailed  characteristics  and  comparison  of  respondents  and  non-respondents  In 
Appendix  A.  It  demonstrates  that  the  distribution  of  non-responding  cities  by  city  size  Is  similar  to 
those  responding.  In  addition,  an  analysis  of  projects  for  which  cities  did  not  fill  out  the  questionnaire 
shows  that  the  distribution  of  project  types  is  similar  to  that  of  project  types  reported  by  respondents. 
Thus  the  profile  by  city  size  and  project  type  is  similar  for  respondents  and  non-respondents.  We  also 
compared  paybacks  reported  in  the  questionnaire  and  those  in  our  data  base.  We  found  that  the  data 
provided  by  the  questionnaire  was  120  percent  of  that  in  the  data  base. 

These  data  give  a  fairly  high  level  of  confidence  that  total  projections  are  not  underestimated.  If 
anything,  they  are  conservative,  considering  that  a  number  of  cities  that  reported  income  from 
individual  projects  did  not  report  total  income.  To  correct  for  this  ommission,  Part  B  data  (project 
income)  was  substituted  if  Part  A  data  (city  totals)  was  missing  or  lower  than  Part  B  totals.  Using  this 
procedure,  total  income  received  by  cities  was  was  $343  million,  compared  to  only  S291  shown  in 
Table  1.1. 

PROJECT  LEVEL  DATA 

A  second  way  to  report  income  to  cities  is  on  a  project-by-project  basis  Cities  provided  those  data  on 
Part  B  of  the  questionnaire.  Cities  reported  three  types  of  project  income:  repayments  of  loans, 
income  from  cash  flow  participation,  and  income  from  property  sales.  There  are  other  minor  sources 
of  income  reported  in  Part  A  (overall  city  data)  and  all  cities  did  not  fill  out  both  parts  A  and  B. 
Therefore,  there  are  some  minor  (3  percent)  differences  in  the  total  income  reported  for  individual 
projects  and  total  city-level  data  reported  above. 

Loan  Repayments    Of  the  total  responses,  285  grantees  (49  percent  of  those  responding  to  the 
survey)  reported  income  from  repayments  on  loans  totalling  $223,652,468.  The  total  loan  amount  for 
these  projects  was  over  $950  million.  Repayments  on  loans  was  the  largest  source  of  payback  income 
reported  to  the  cities.  Table  1.4  shows  that,  as  city  size  increases,  the  likelihood  of  income  from 
repayments  on  loans  increases.  The  number  of  projects  to  generate  income  increases  with  city  size. 
Cities  10,000  or  less  in  population  average  one  project  per  city. (Table  1.5)  Small  cities  are  much  more 
vulnerable  to  non-repayment  when  UDAG  income  is  dependent  on  the  success  of  a  single  project. 

TABLt  1.4. 

REPORTED  INCOME  FROM  REPAYMENTS  ON  LOANS, 

BY  CITY  POPULATION 


Number  of 

Percentage  of 

Respondents 

Reported 

Respondents  wth 

City  Population 

with  Repayments 

Income 

Repayment  Income 

under  2,500 

31 

$  6,801,773 

40.2'7c 

2,501  thru  10,000 

64 

12,038,334 

41.3 

10,001  thru  50.000 

96 

41.633.363 

48.8 

50.001  thru  200,000 

54 

35,282.648 

58.1 

over  200,001 

40 

127,896.350 

71.4 

Totals 


285 


S  223.652.468 


49.37c 


The  data  on  total  loan  repayments  from  individual  projects  is  understated  considering  the  tact  that  over 
100  cities  reported  total  income  but  did  not  show  any  individual  project  income.  Also,  many  cities 
report  no  loans  for  projects  which  already  show  paytjacks  in  our  data  base. 

TABLt  1.5.  '' 

CITY  POPULATION  AND  NIIMBER  OF  PROJECTS 


City  Population 


Mean  Number  of  Projects 


Under  2,500 
2.501  thru  10,000 
10,001  thru  50.000 
50,001  thru  200.000 
over  200,001 


1.08 
1.33 
1.65 
2.71 
7.00 


Cash  Flow  Participation    The  total  income  reported  from  cash  flow  participation  was  $10,480,239. 
The  total  number  of  projects  with  cash  flow  participation  agreements  was  240  of  which  43  (18  percent) 
reported  paybacks. 

Under  cash  flow  participation  agreements,  developers  pay  the  local  government  a  percentage  of  the 
net  annual  cash  flow  of  the  project.  Net  cash  flow  means  all  operating  income  and  receipts  of  the 
project  less  debt  service  on  the  first  mortgage  and  UDAG  loan,  real  estate  taxes,  and  reasonable 
operating  expenses  allowable  for  income  tax  purposes.   These  expenses  may  include  a  reasonable 
management  fee  to  the  developer.  Operating  expenses  generally  exclude  reserves  for  capital 
improvements,  depreciation  and  other  non-cash  items.  Cash  flow  agreements  only  apply  to 
commercial  projects.  The  participation  in  cash  flow  by  the  cities  begins  once  the  developer  achieves  a 
given  return  on  equity. 

TABLE  1.6. 
REPORTED  INCOME  FROM  CASH  FLOW  PARTICIPATION 

BY  CITY  POPULATION 


Numberof 

Percent 

Respondents 

Reported 

Respondents  with 

Cit>'  Population 

with  Cash  Flow  Income 

Income 

Cash  Flow  Income 

under  2,500 

0 

$0 

0  9c 

2,501  thru  10,000 

4 

168.172 

2.6 

10,001  thru  50,000 

7 

569,781 

-3.6 

50,001  thru  200,000 

14 

5,027,535 

15.1 

more  than  200,001 

12 

4,714,751 

21.4 

Totals 


37 


$10,480,239 


6.4% 


Payments  from  sales    Most  UDAG  grant  agreements  call  for  a  lump  sum  payment  to  the  grantee  upon 
the  sale  of  a  development.  In  addition  to  paying  oft  the  loan,  the  developers  commonly  pay  a 
percentage  of  any  profit  realized  on  the  deal.  Cities  reporting  income  from  the  sale  of  projects 
numbered  87,  or  75  percent  of  the  total  responding   A  higher  percent  of  projects  are  sold  in  small 
.communities  than  in  large  cities.  Of  the  96  projects  sold,  4 1  percent  are  commercial  projects  and  35 
percent  industrial  projects.  Forty  seven  percent  of  these  projects  yielded  no  income  to  the  cities  upon 
sale.  Most  of  the  income  (57%)  came  from  the  sale  of  commercial  projects. 

'  TABLE  1.7. 

REPORTED  INCOME  FROM  SALE  OF  PROJECTS, 
BY  CITY  POPULATION 


City  Population 


Number  of 

Income  from 

Projects  with  Sales  as  a 

Respondents 

Sale  of  Projects 

Percent  of  all  Projects 

(in  millions) 

with  Income 

8 

$  2,829 

18.0% 

17 

574 

11.6 

27 

18,606 

11.1 

17 

9,715 

10.5 

17 

16,044 

6.1 

under  2,500 
2,501  thru  10,000 
10,001  thru  50.000 
50,001  thru  200,000 
200,001  thru  highest 


Totals 


86 


$47,832 


9.7% 


Total  Project-level  Payments  Combining  income  from  all  three  sources-  repayments,  cash  flow,  and 
sale  of  projects  -  results  in  a  total  reported  income  of  $281,977,780  in  367  communities.  Seventy-nine 
percent  of  the  income  reported  by  responding  grantees  comes  from  repayments  on  loans.  Cash  flow 
participation  accounts  for  four  percent  and  sale  of  projects  seventeen  percent.  We  attribute  the 
differences  seen  in  sources  of  income  across  city  sizes  largely  to  the  pattern  of  project  types.  Small 
cities,  under  10,000,  have  a  higher  percent  of  industrial  projects;  larger  cities  have  more  commercial 
projects.  (Table  1.9) 


TABLE  1.8 

SOURCE  OF  INDIVIDUAL  PROJECT  INCOME, 

BY  CIT\  POPULATION 


IWc 

0% 

29% 

100% 

94 

1 

5 

100 

68 

8 

16 

100 

71 

10 

19 

100 

86 

3 

11 

100 

City  Population Repayments     Cash  Flow     Project  Sale         Total 

under  2,500 
2,501  thru  10,000 
10,001  thru  50,00 
50,001  thru  200,000 
over  201,000 

All  Cities  79%  4%  17%  100% 

Paybacks  by  Project  Type    One  factor  that  has  bearing  on  the  amount  of  income  received  by 
different  city  categories  from  projects  is  the  project  mix.  Eighty-one  percent  of  industrial  projects  with 
loans  have  produced  income  for  the  cities.  By  contrast,  68  percent  of  commercial  projects  with  loans 
have  produced  income,  5 1  percent  of  mixed  projects  and  4 1  percent  of  housing  projects.  The  terms 
of  different  project  types  vary  considerably.  The  housing  projects  have  the  lowest  interest  and  longest 
terms  and  the  industrial  projects  have  high  interest  and  short  terms.  Housing  projects  have  less  ability 
to  repay  their  loans  than  industrial  projects.  As  a  result  of  this  differential  in  terms,  industrial  projects 
have  produced  comparatively  more  income  for  cities    Table  1.9  shows  that  smaller  cities  have  a 
higher  percent  of  industrial  projects  and  a  lower  percent  of  commercial  and  housing  projects.  The 
largest  percent  of  commercial  projects  are  in  cities  from  50,001  to  200,000. 


TABLE  1.9. 

T^  PE  OF  PROJECT  BY  CIT^'  POPULATION 

Project  Type 

Cit>  Population 

Commercial 

Housing 

Industrial 

Other 

Total 

under  2,500 

32% 

2% 

59% 

7% 

100% 

2,501  thru  10,000 

31 

7 

57 

5 

100 

10,001  thru  50,000 

37 

11 

40 

12 

r    100 

50,001  thru  200.000 

57 

7 

26 

10 

100 

over  200,001 

44 

17 

28 

11 

100 

All  Cities  42%  11%  38%  9%  100% 


INCOME  PROJECTIONS  FOR  THE  NEXT  FIVE  YEARS 

We  asked  cities  to  estimate  expected  income  from  UDAG  projects  for  the  next  five  years.  In  ah,  427 
cities  estimated  that  they  would  receive  $258, 809, 798  in  five  years.  The  mean  amount  of  projected  five 
year  paybacks  per  city  is  $606,112.  Based  on  these  reports,  we  estimate  that  all  projects  now  closed 
out-or  completed  will  yield  $443  million  in  paybacks  during  the  next  five  years.  Cities  will  earn 
additional  income  as  they  complete  active  projects  and  begin  generating  revenue. In  addition, 
completed  projects  should  yield  other  revenues. 

While  payments  under  conventional  loans  with  fixed  schedules  are  relatively  easy  to  project,  we  cannot 
predict  the  income  t>ased  on  cash  flow  participation  in  commercial  projects  because  they  have  no 
fixed  schedule.  Instead,  the  city  receives  a  portion  of  the  profits  when  the  development  reaches  a 
given  level  of  profitability.  No  one  can  accurately  predict  when,  or  if,  the  businesses  will  achieve  this 
level  of  profitability  sufficient  to  trigger  the  provisions  of  the  grant  agreement  relating  to  cash  flow 
participation.  However,  cash  flow  participation  has  not  been  a  large  percent  of  income  earned  in  the 
past.  Thus,  lack  of  certainty  on  this  factor  should  not  make  a  big  impact  on  projections. 

TAX  REVENUES 

Enhanced  tax  revenues  that  result  from  UDAG  developments  are  a  major  benefit  to  cities.   We  asked 
them  to  report  the  actual  annual  tax  revenues  generated  by  each  project.  A  majority  of  the  cities  (316) 
reported  that  their  projects  had  yielded  tax  income  totalling  $81  million,  for  an  average  of  $256,000.  A 
large  number  of  cities  (169)  did  not  respond  to  the  question.  The  balance  of  the  590  cities  reported  no 
income  from  taxes.  The  taxes  reported  on  822  projects  in  the  questionnaire  were  compared  with  taxes 
for  the  same  projects  in  our  data  base.  This  comparison  reveals  that  the  questionnaire  data  is  38 
percent  higher  than  tax  figures  shown  in  the  data  base    When  allowance  is  made  for  three  large  errors 
in  the  data  base,  our  best  estimate  is  that  over  $368  million  was  received  in  incremental  annual  taxes 
for  all  UDAG  projects  in  Fiscal  Year  1988  alone.  This  amount  exceeds  the  amount  appropriated  for  the 
program  for  the  past  several  years. 
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2.  HOW  ARE  CITIES  MANAGING  INCOME  FROM 

UDAG  PROJECTS?  - 

The  issues  we  consider  when  asking  how  cities  are  managing  their  income  from  UDAG  projects  are 
these: 

oWhat  ditficuities  have  cities  faced  in  coilecting  expected  earnings  from  UDAG  projects? 

'  What  are  cities  spending  the  money  for? 

°  What  policies  govern  the  use  of  the  income? 

°  What  benefits  has  the  city  gained  by  reinvesting  the  UDAG  project  income? 

COLLECTING  EXPECTED  INCOME 

One  of  every  four  cities  (25.2  percent)  with  a  completed  or  closed  out  UDAG  project  has  received  less 
than  is  due  from  repayments  on  loans  or  participation  in  cash  flow.  The  chance  that  a  project  will  pay 
less  than  expected  increases  directly  with  the  size  of  the  grantee.  Among  the  largest  cities,  those  with 
populations  200,000  or  higher,  more  than  half  (53.6  percent)  report  shortfalls  in  collecting  on 
repayments  and  cash  flow. 

TABLE  2.1. 

NUMBER  OF  CITIES  RECEIVING  LESS  INCOME 

FROM  IIDAG  PROJECTS  THAN  EXPECTED, 

BY  CITY  POPULATION 


Cities  Receiving  Less  than  Expected 


City  Population 


Under  2,500 
2,501  thru  10,000 
10,001  thru  50,000 
50,001  thru  200,000 
over  200,001 


Number  of 

Percent  of  All  Cities 

Cities 

Size  Group 

16 

10.6% 

33 

21.3 

37 

18.9 

30 

32.3 

30 

53.6 

Totals  146  25.2% 

Bankruptcy  of  a  developer  is  a  cause  of  these  shortfalls  in  54  cities,  9.3  percent  of  the  total  responding 
to  the  survey.    The  chance  that  a  grantee  will  have  experienced  bankruptcy  with  a  project  is  more  than 
twice  as  high  among  the  largest  cities  (more  than  200,000)  as  it  is  among  the  smaller  cities.  This 
relationship  holds  true  even  when  we  consider  the  number  of  projects  in  a  grantee's  Inventory. 
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In  all,  there  have  been  67  UDAG  project  bankruptcies  reported  in  the  questionnaires,  eight  percent  of 
all  projects  with  loans.  Industrial  projects  are  49  percent  of  bankruptcies  and  commercial  projects,  44 
percent.  Fifteen  bankrupt  projects  were  sold,  yielding  SI. 6  million  in  income  from  project  sales.  Loans 
outstanding  for  these  projects  were  $60  million,  59  percent  of  which  were  commercial  loans. 

.There  is  considerable  variation  by  project  type  in  projects  that  have  paid  less  to  date  than  the  city 
expected,  particularly  for  larger  cities.  Overall,  projects  with  a  commercial  element  were  more  likely  to 
have  shortfalls  in  expected  income  than  industrial  or  housing  projects.   Twenty-five  percent  of 
commercial  projects  with  income  did  not  meet  expectations.  In  comparison,  18  percent  of  industrial 
projects  and  14  percent  of  housing  projects  had  shortfalls. 

TABLt:2.2 
PERCENT  OF  PROJECTS  WITH  INCOME  PAYING 
LESS  THAN  IS  DU:  BY  PROJECTTYPE 
AND  CITY  POPULATION 


Project  Type 


Commercial 
Housing 
Industrial 
Mixed 


Population 

50,000  or 

Less 

More 

than  50,000 

All  Cities 

269c 

257c- 

25% 

19 

13 

14 

19 

18 

18 

20 

36 

29 

All  projects  21*7^  23%  227c 


Several  responses  exist  for  dealing  with  the  financial  difficulties  of  developers  that  lead  to  less  than 
expected  revenues.  Table  2.3  shows  the  ones  reported  by  responding  grantees.  The  most  common 
response  involved  renegotiating  the  loan  agreement,  a  response  chosen  by  54  grantees,  which  was 
37%  of  all  those  cities  reporting  they  had  received  less  than  is  due.  Twenty-five  cities  chose  to  forgive 
part  or  all  of  a  loan  to  a  developer,  which  is  18%  of  the  cities  which  reported  receiving  less  than  is  due 
on  their  loans. 

TABLE  2 J 
CITY  RESPONSES  TO  FINANCIAL  DlFFICliLTIES  OF  DEVELOPERS 

Responses 


Renegotiated  the  loan  agreement 
Requested  prompt  payment 
Took  legal  action  against  developer 
Forgave  part  of  the  loan 
Forgave  all  of  the  loan 


Number  of 

Percent  of  Cities 

Cities 

Rece 

iving 

Less 

Than  is  Due 

54 

37% 

40 

27 

39 

27 

14 

10 

11 

8 

;.' 


There  Is  another  way  to  view  payback  income:  the  percent  of  the  loan  which  has  been  paid  back.  An 
examination  of  these  data  shows  that  there  is  a  wide  variation  in  payback  experience  for  different 
project  types.  Industrial  projects  are,  by  far,  the  better  performers  as  shown  in  Table  2.4.  Housing 
projects  have  the  lowest  payback  ratios  because  of  their  long  terms  and  low  interest.  Commercial  and 
_mixed projects  are  in  the  middle. 

For  example,  the  table  shows  that  developers  have  paid  back  67  percent  of  the  total  industrial  loans  for 
projects  approved  in  19B0.  By  contrast,  31  percent  of  commercial  loans,  14  percent  of  loans  to  mixed 
projects  and  1 1  percent  of  those  made  to  housing  projects  had  been  repaid.  The  table  also  shows 
that  for  housing  and  mixed  projects  approved  in  1985  and  1986  nothing  has  been  repaid. 

One  major  explanation  for  the  difference  in  repayment  rates  is  the  difference  in  loan  terms.  Housing 
projects  have  the  longest  average  term,  24  years.  The  term  is  21  years  for  mixed  projects,  18  for 
commercial  projects,  and  13  for  industrial  projects.  Housing  and  mixed  projects  have  the  lowest 
interest  rates,  4.4  and  4.8  percent  respectively.  Commercial  projects  have  a  mean  rate  of  5.9  percent 
end  industrial  projects,  6. 7  percent. 

TABLim 

PERCENT  OF  LOAN  REPAID  BY  YEAR  OF  APPROVAL 

AND  PROJECT  TYPE 

Date  of  Approval 

Project 

Type 1978  1979  1980  1981  1982  1983  1984  1985  1986 


Commercial 

t% 

28 

3Kc 

0 

259c 

21% 

8% 

24% 

26% 

Housing 

0 

10 

11 

17 

4 

2 

3 

0 

0 

Industrial 

27 

38 

67 

44 

51 

30 

22 

17 

15 

Mixed 

27 

27 

14 

22 

0 

1 

17 

0 

0 

SPENDING  PAYBACK  INCOME 

Percent  of  Income  Spent    We  asked  grantees  to  report  the  total  amount  of  project  income  collected 
and  the  amount  disbursed  to  date.  In  the  367  grantees  that  responded  with  useful  information  to  that 
request,  disbursal  was,  on  the  average,  53. 7  percent  of  income.  This  average  masks  the  variation  in 
performance  by  cities.  Of  cities  reporting  both  spending  and  income,  30  percent  had  spent  90  percent 
or  more  of  their  income;  and  25  percent  had  spent  less  than  10  percent.  Fifty-five  percent  had  spent 
more  than  60  percent  of  their  income.  Thus,  there  was  marked  variation  in  timeliness  of  the  use  of 
funds. 

Another  way  to  view  expenditures  is  the  ratio  between  total  expenditures  and  total  receipts.  Overall, 
68  percent  of  the  income  was  spent  by  cities.   The  best  record  was  by  large  cities  (more  than  200,000 
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population)  which  had  spent  73  percent  of  their  income;  by  contrast,  the  smallest  category  of  cities 
spent  53  percent  of  their  income. 

By  definition,  that  money  not  spent  was  saved   Presumably,  cities  were  drawing  interest-on 
repayments  which  had  been  made.  This  would  add  to  total  reported  income  for  cities  from  paybacks. 

Typ^  of  Activrties  Supported    To  understand  how  cities  use  the  money  earned  from  UDAG  projects 
we  organized  spending  by  basic  types  of  community  and  economic  development:  commercial  and 
industrial  development,  housing,  infrastructure,  public  services,  and  administrative    We  asl(ed  the 
UDAG  grantees  to  tell  us  what  percent  of  their  payback  income  they  spent  on  these  activities.    Most 
grantees  are  spending  at  least  half  of  their  payback  income  on  economic  development.  Those 
respondents  who  were  able  to  differentiate  between  commercial  and  industrial  development  said  that 
th^v  were  giving  slightly  more  emphasis  to  the  commercial  side.  City  size  did  not  affect  these  patterns 
ofKp:    iing. 

TABLK  2.5. 
TiVE  OI  ACTIVITIES  ON  WHIC  H  PAYBACK  INCOME  IS  SPENT 

Average  City 
Number  Percent  of  Paybacks 

Types  of  Expense of  Cities Spent  on  Various  Activities 

Economic  developmeni  269  52.6% 

Infrastructure  266  10.9 

Housing  264  6.5 

Administration  264  6.4 

Public  Services  264  3.5 

Other  uses  266  12.0% 

POLICIES  GOVERNING  THE  USE  OF  PAYBACK  INCOME 

We  asked  UDAG  grantees  to  identify  how  they  used  payback  funds.  We  asked  about  three  areas: 
coordination  of  spending  with  Community  Development  Block  Grant  (CDBG)  funds;  using  funds  for 
special  public  works;  and  revolving  loan  funds. 

The  size  of  the  grantee  was  a  factor  in  two  of  these  areas.  First,  the  smaller  the  grantee,  the  more 
likely  it  was  to  earmark  payback  income  for  special  public  works  projects.  Fifty-two  percent  of  the 
smallest  cities  used  funds  in  this  way,  while  six  percent  of  the  largest  did  the  same.  Second,  the  larger 
grantees  tended  more  to  coordinate  the  spending  of  payback  funds  with  their  CDBG  allocation. 
Probably  this  results  from  some  smaller  cities  having  very  little  or  no  CDBG  funding  from  their  State 
CDBG  program  or  the  fact  that  this  funding  is  discontinuous. 

Sixty-three  percent  of  responding  grantees  with  income  used  revolving  loan  funds.  Furthermore,  this 
rate  was  constant  across  all  city  size  groups.  These  cities  were  choosing  to  manage  UDAG  payback 
income  in  a  form  that  would  provide  continuing,  long-term  reuse  of  the  funds. 
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TABLE  2.6. 

TECHNIQUES  FOR  USING  PAYBACK  INCOME, 

BY  CITY  POPULATION 

Percent  of  Cities  Hith  Income 


« 

Coordination 

Special 

Revolving 

with  CDBG 

Public 

Loan 

Cit>'  Population 

Program 

Works 

Fund 

Under  2,500 

26.0'7f 

52.0% 

68.0% 

2,501  thru  10,000 

30.9 

30.9 

72.0% 

10,001  thru  50,000 

59.7 

41.8 

61.9% 

50.001  thru  200,000 

65.7 

22.8 

54.3% 

over  200,001 

69.4 

6.1 

55.1 

All  Cities 

50.8'^''f 

32.8% 

63.0% 

Many  cities  have  criteria  for  the  types  of  projects  which  may  use  UDAG  payback  funds.  About  45 
percent  of  the  respondents  with  incomes  limited  reinvestment  to  industrial  or  commercial 
development.  Seventeen  percent  earmarked  funds  for  investment  in  housing.   Thirty-two  percent  set 
the  minimum  standard  as  required  by  Federal  law  that  grantees  must  use  repayments  for  activities 
eligible  under  Title  I  of  the  Housing  and  Community  Development  Act.  When  we  consider  city  size,  a 
tew  patterns  emerge.  Smaller  communities  tend  to  give  greater  preference  to  industrial  projects  than 
do  the  larger  cities.  In  housing,  the  largest  cities  reinvest  project  income  in  housing  at  six  times  the 
rate  of  the  smallest  cities. 

TABLE  2.7. 

LIMITATIONS  ON  T^  PES  OF  PROJECTS  SUPPORTED  BY 

UDAG  PAYBACK  FUNDS 


Project  Type 


Percent  of  Responding  Cities 
Hith  income 


Industrial 
Commercial 
Any  Title  I  activity 
Housing 


46.0% 
45.7 
32.5 
17.1 


We  also  looked  at  the  qualifications  required  by  grantees  in  order  for  projects  to  receive  support  from 
UDAG  payback  funds.  Overall,  two  thirds  of  cities  had  some  sort  of  qualification  standards.  The  most 
common  standard,  in  56  percent  of  the  responding  cities  with  income,  required  funded  projects  to 
provide  new,  permanent  jobs.  Most  of  those  required  that  the  jobs  be  for  low-  and  moderate-income 
individuals.  Thirteen  percent  of  the  grantees  targeted  funding  to  small  businesses. 
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TABLE  2.8. 

QIIALIFICATION  STANDARDS  FOR  PAYBACK 

.SUPPORTED  PROJECTS 


Qualification  Standard 


Percent  of  Responding  Cities 


Project  must. 

Provide  new,  permanent  jobs 
*  Provide  evidence  of  need  for  assistance 
Provide  low-  and  moderate-income  jobs 
Benefit  low-  and  moderate-income  families 
Be  limited  to  specific  areas  of  city 
Have  a  minimum  leverage  ratio 
Be  limited  to  small  businesses 


55.59c 

46.8 

45.2 

42.5 

27.5 

26.0 

13.2% 


BENEFITS  OF  REINVESTMENT 

In  all,  responding  grantees  have  channeled  payback  income  into  1.456  projects.  They  report  the 
creation  of  22,479  jobs  and  the  construction  or  rehabilitation  of  2,066  housing  units.   We  reported 
earlier  on  the  tax  revenues  earned  from  UDAG  projects.  In  addition,  cities  reap  additional  taxes  from 
the  projects  supported  by  payback  funds.  These  taxes  total  $11.7  million  dollars  for  139  grantees  who 
provided  data  on  this  item. 
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3.  EXCELLENCE  IN  PAYBACK  MANAGEMENT 

While  carrying  out  our  survey,  we  discovered  many  practical  and  profitable  techniques  developed  at 
the  local  level  for  the  management  of  payback  funds.  We  also  found  that  some  cities  have  only 
jvdimentary  systems  for  tracking  and  reinvesting  payback  income.  The  following  brief  examples  can 
sen^e  to  illustrate  some  of  the  better  approaches  being  used  to  manage  payback  funds. 

ECONOMIC  DEVELOPMENT  INITIATIVES 

IVe  have  found  several  innovative  approaches  to  economic  development  using  UDAG  repayments  in 
every  part  of  the  country.  Small  and  large  cities  alike  have  developed  techniques  such  as  revolving 
loan  funds  to  make  maximum  use  of  UDAG  paybacks. 

Phitadelphia  has  recently  announced  the  creation  of  a  mini-UDAG  program  to  help  replace  the 
canceled  Federal  UDAG  program.  The  Philadelphia  Industrial  Development  Corporation  is  managing  a 
Neighborhood  Action  Loan  Program  with  UDAG  repayments  that  will  target  loans  to  distressed 
neighborhoods.  Neighborhood  based  groups  as  well  as  private  developers  may  qualify  for  loans 
under  the  program.  The  city  will  select  projects  on  a  competitive  basis.  An  independent  loan 
committee  will  review  all  applications  using  only  professional  underwriting  considerations  in  project 
selection. 

Los  Angeles  has  created  a  new  program  that  leverages  the  paybacks  available  from  the  UDAG 
program  to  the  maximum.  Under  this  new  program  called  the  Common  Bond  Reserve  Fund,  the  city 
will  use  $5  million  dollars  in  paybacks  to  set  up  a  Business  Development  Trust  Fund.  This  is  a 
secondary  reserve  for  a  $40  million  bank  letter  of  credit  (the  letter  of  credit  may  eventually  expand  to 
$120  million).  The  city  can  draw  upon  this  letter  of  credit  to  make  economic  development  loans  in 
distressed  areas,  including  State-designated  Enterprise  Zones.    Loans  will  go  to  small  manufacturing 
companies  in  Enterprise  Zones  or  low-income  areas,  which  have  difficulty  qualifying  for  conventional 
loans. 

Not  all  innovative  and  successful  programs  are  in  large  cities.  The  small  town  of  Huntington,  Indiana 
has  $750,000  in  UDAG  paybacks  from  two  UDAG  projects  and  expects  to  earn  an  additional  $1.1  million 
in  UDAG  paybacks  in  the  next  five  years.  These  paybacks  underwrite  a  revolving  loan  fund  that  has 
already  supported  25  projects.  The  Income  from  that  reinvestment  has  increased  the  fund's  value  to 
$2  million.  In  addition,  the  city  has  created  more  than  1,300  jobs  and  built  or  rehabilitated  150  housing 
units  with  recycled  paybacks. 

Another  impressive  small  town  program  is  in  Gallion,  Ohio.  The  city  has  placed  both  CDBG  and 
UDAG  repayment  funds  in  a  $500,000  revolving  loan  fund.  It  has  made  loans  to  53  small  businesses 
from  this  fund;  twenty  businesses  have  already  paid  off  their  loans.  These  projects  have  created  330 
lobs.  Jamestown,  New  Yorit  also  has  an  excellent  revolving  loan  program  supported  in  part  by  UDAG 
repayments.  The  Jamestown  Local  Development  Corporation  has  sponsored  73  business  projects, 
generating  or  preserving  some  2,041  jobs  in  the  community. 

Covington,  Kentucky  also  has  an  outstanding  program.  Four  communities  in  the  area  cosponsored  a 
UDAG  funded  steel  mill  in  1980.  They  have  shared  in  paybacks  that  will  continue  for  30  y^ars. 
Covington  receives  62  percent  of  the  repayment  or  $565,000  a  year,  a  process  begun  In- 1981.  The  city 
has  already  disbursed  $3  million,  60  percent  of  which  has  gone  into  economic  development.  This  has 
generated  more  than  2,000  jobs,  the  highest  number  of  jobs  from  paybacks  reported  by  any  community 
in  the  United  States.  It  has  built  or  rehabilitated  some  150  units  of  housing  and  generated  net  new 
annual  taxes  of  $500,000.  The  city  has  also  offered  technical  help  and  has  undertaken  low-cost 
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infrastructure  improvements  in  its  Enterprise  Zone.  This  effort  stiould  continue  to  expand  because  ttte 
city  expects  to  receive  S3. 5  million  in  paybacks  during  the  next  five  years. 

The  Newark  Economic  Development  Corporation  has  collected  nearly  seven  million  dollars  inUDAG 
paybacks  and  has  used  about  $500,000  of  this  for  a  Revolving  Loan  Fund.  It  makes  loans  to  small  and 
•minority  businesses    For  every  dollar  in  the  revolving  fund  that  comes  from  repayments,  the  Greater 
Newark  Business  Development  Consortium  puts  up  two  dollars,  providing  considerable  leverage  for 
the  paybacks.  The  funds  from  the  business  firms  come  from  their  social  investment  fund. 

HOUSING  INITIATIVES 

Some  communities  have  placed  their  emphasis  on  housing  rehabilitation  and  have  developed 
innovative  approaches  to  serve  low-  and  moderate-income  residents. 

The  small  city  of  Commerce,  California  has  assigned  $770,000  of  its  $2.3  million  in  paybacks  already 
received  to  housing.  This  has  resulted  in  the  construction  of  300  units  of  low-  and  moderate-income 
housing.  The  UDAG  funds  are  the  bulk  of  funds  available  to  the  city  that  receives  $150,000  each  year 
from  the  Community  Development  Block  Grant  program.  Commerce  expects  to  receive  $5.8  million  in 
paybacks  during  the  next  five  years.  These  funds  will  help  meet  the  critical  housing  and  employment 
needs  of  its  low-income,  mostly  Hispanic  population.  Profits  from  one  of  the  UDAG  projects  in 
Commerce  goes  to  a  Hispanic  owned  Community  Development  Corporation  that  uses  the  money  to 
support  social  service  programs.  These  include  a  large  scholarship  fund  for  low  income  Hispanic 
students,  a  senior-citizen  transit  system,  three  75-unit  low-cost  housing  projects  for  senior  citizens, 
and  a  revolving  loan  fund  to  provide  low-interest  loans  for  small  business  commercial  revitalization. 

Another  positive  example  where  repayments  have  been  used  to  provide  housing  to  distressed 
communities  is  the  Vermont  Slausen  UDAG  proiectin  Los  Angeles   Sixty  percent  of  the  net  income  of 
the  shopping  center  goes  to  the  Vermont  Slausen  Economic  Development  Corporation  (EDC).   The 
EDC  uses  the  funds,  totalling  $420,000  so  far,  for  housing  rehabilitation  loans  and  financial  aid  to  low- 
and  moderate-income  persons  in  this  poor  community  near  Watts.   They  also  use  funds  for 
commercial  revitalization,  rehabilitation  of  small  businesses,  and  industrial  development  incentive 
programs. 

Baltimore  has  several  housing  programs  funded  with  paybacks.  It  provided  $250,000  to  the 
Neighborhood  Assistance  Corporation  to  make  home  ownership  affordable  to  low-income  families. 
The  Corporation  will  make  loans  to  low-income  families  to  cover  the  difference  between  the  State's 
mortgage  revenue  bond  down  payment  requirement  and  total  settlement  expenses.  Funds  are  also 
going  to  help  renovate  a  city-owned  public  school  to  provide  37  units  of  transitional  housing  for 
homeless  families. 

MANAGEMENT  INITIATIVES 

Several  communities  illustrate  the  two  aspects  of  what  we  view  as  excellence  in  the  management  of 
paytacks.  First,  these  communities  make  sure  that  they  receive  the  paybacks  from  developers  in  the 
correct  amount  in  a  timely  manner.  Second,  they  make  effective  use  of  these  paybacks  once  they 
receive  them,  leveraging  the  income  to  the  maximum  extent  possible. 

The  small  suburban  community  ofConshohocken,  Pennsylvania  shares  a  problem  wltfrmost  small 
cities  throughout  the  United  States.  It  has  a  very  small  city  staff  and  lacks  the  skills  needed  to  apply  for 
and  manage  complicated  UDAG  projects.  For  this  reason,  a  private  consulting  firm,  has  been 
responsible  for  preparing  UDAG  applications  and  managing  the  payback  portfolio.  Conshohoken  has 
done  well  with  the  UDAG  program.  It  received  almost  $20  million  in  grants.   The  borough  has  already 
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received  $324,000  in  UDAG  repayments  and  expected  to  receive  another  one  million  dollars  in  the  next 
five  years.  These  tunds  are  the  core  of  the  borough's  redevelopment  efforts. 

In  New  York  City,  the  Financial  Services  Corporation  (FSC)  manages  $26  million  in  payback  Income. 
The  FSC  has  the  UDAG  loan  portfolio  computerized  and  sends  statements  to  UDAG  project  managers 
every  month.  FSC  may  be  unique  in  that  it  compares  project  performance  against  industry  averages.  It 
identifies  problems  with  projects  early  and  provides  technical  aid  for  those  in  trouble.  The  results  of 
this  good  payback  management  program  are  clear  There  have  been  two  bankruptcies  of  3B 
completed  and  closed  out  projects,  and  there  is  a  one  to  one  ratio  between  expected  and  actual 
paybacks  overall.  Only  eight  percent  of  New  York's  projects  have  brought  fewer  paybacks  than 
expected. 

Cleveland,  Ohio  has  attacked  the  difficult  problem  of  monitoring  cash  flow  participation  agreements 
by  working  through  auditors  funded  by  the  developers.  The  city  and  the  auditors  arrived  at  an 
approach  that  provides  enough  information  to  the  city  to  determine  when  cash  flow  participation 
returns  to  the  city  should  begin.  Before  this  reform,  Cleveland  found  the  borrower-funded 
independent  audits  produced  reports  that  made  it  difficult  to  enforce  cash  flow  participation 
agreements.  They  did  not  provide  an  adequate  basis  for  determining  when  cash  flow  participation 
agreement  paybacks  would  start.  With  the  new  approach,  income  is  up.  none  of  Cleveland's  26 
projects  have  paid  less  than  is  due.  and  none  have  gone  bankrupt. 
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4.  MEASURES  TO  IMPROVE  PERFORMANCE 

We  have  identified  several  areas  were  cities  could  improve  the  management  of  UDAG  paybacks: 

*  One  in  four  cities  collects  less  than  is  due  under  the  terms  of  their  grant  agreement 

with  the  developer. 

^  When  developers  get  into  financial  difficulty,  many  cities  choose  to  forgive  part  or  all 

the  loan. 

"  Several  grantees  have  not  set  up  revolving  loan  funds  or  other  techniques  to  reinvest 

their  payback  income.  Although  revolving  loan  funds  are  not  a  requirement,  those 
cities  which  used  such  techniques  are  able  to  increase  the  leverage  of  their  payments. 

°  Many  cities  have  not  made  use  of  the  income  received  in  a  timely  manner:  25  percent 

have  spent  less  than  10  percent  received. 

"  Thirty-three  percent  of  the  cities  have  no  eligibility  standards  that  projects  must  meet  in 

order  to  be  eligible  for  payback  funding. 

"  Forty-seven  percent  of  projects  which  have  been  sold  yielded  no  income  for  the  cities. 

°  Over  too  cities  reported  total  income  on  Part  A  of  the  questionnaire  but  showed  no 

income  from  repayments  from  individual  projects  on  Pan  B  of  the  questionnaire.  This 
could  indicate  either  that  they  did  not  choose  to  fill  out  data  on  individual  projects  or 
that  they  did  not  know  the  income  from  these  projects. 

"  In  a  comparison  of  the  questionnaire  payback  totals  with  the  data  base  totals,  only  five 

percent  ol  a  sample  of  294  cities  had  the  same  numbers  reported  in  each  case  where 
some  income  was  received.  In  W  percent  of  the  cases  the  variation  exceeded  a 
million  dollars    In  62  percent  of  the  cases  the  questionnaire  data  was  higher. 

°  The  staff  from  several  cities  interviewed  in  the  field  trip  said  that  they  were  under 

considerable  pressure  from  their  local  governments  to  use  paybacks  for  other  than  Title 
I  purposes    They  had  to  constantly  remind  political  appointees  of  the  restrictions  on 
use  of  paybacks. 

Together  These  findings  support  the  conclusion  that  many  UDAG  grantees  may  not  be  using  their 
revenues  to  their  fullest  potential.  At  the  same  time,  they  are  facing  a  dwindling  pool  of  Federal  capital 
to  help  them. 

What  can  be  done  to  address  these  problems?  How  can  we  strengthen  the  local  payback 
management  programs?  Can  we  devise  a  strategy  for  IHUD  to  follow  to  help  the  cities  protect  the 
income  and  reinvest  it  wisely? 
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IMPROVED  AND  EXPANDED  DATA  COLLECTION 

The  basis  for  good  management  is  accurate  information.  We  can  begin  to  improve  the  rnanagement  of 
UDAG  paybaci(S  by  insisting  that  cities  report  regularly  and  accurately  in  the  post-closeout  documents, 
as  required  by  existing  HUD  regulations.  Now,  our  data  base  is  inaccurate  and  out  of  date  because 
•cities  have  not  paid  enough  attention  to  this  requirement.  Beyond  that,  we  could  expand  the 
post-closeout  report  to  include  more  information  and  to  cover  a  longer  period.  Now  HUD  requires 
cities  to  report  paybaci^s  tor  the  five  years  after  completion. 

IMPROVED  FIELD  MONITORING 

We  need  to  know  what  is  due  in  paybacks  to  cities,  what  they  are  collecting  and  how  they  are 
spending  it.    The  common  monitoring  strategy  of  CPD  Field  Offices  focuses  on  active  projects,  before 
the  phase  when  the  projects  start  to  pay  money  back  to  the  cities.  In  fact.  Field  staff  had  not  been 
instructed  to  concentrate  on  paybacks.  Outside  of  this  study,  CPD  has  focused  little  attention  on 
completed  or  closed  out  projects.  We  do  not  really  know  if  grantees  are  spending  payback  funds  on 
eligible  activities.  We  have  their  report  that  most  are,  but  we  have  little  independently  verified 
information  to  sustain  that  claim.   The  grantees  have  over  $450  million  which  they  have  spent  or  have 
on  hand  and  we  know  little  about  how  they  spend  it. 

RISK  FACTORS 

Several  factors  identified  in  this  report  could  serve  as  the  basis  for  structuring  a  risk  analysis  of  closed 
out  or  completed  projects  to  identify  those  which  are  (a)  most  vulnerable  to  mismanagement  or  (b) 
where  payback  resources  have  not  been  used  to  their  full  potential.  These  factors  include: 

°  absence  of  a  revolving  loan  fund 

°  higher  than  average  number  of  commercial  and  mixed  projects  failing  to  meet 

expectations  in  paybacks. 

"  high  proportion  of  payback  funds  sitting  idle 

"  spending  paybacks  in  ways  that  fail  to  leverage  private  dollars 

"  windfall  profits  from  the  sale  of  projects  to  developers 

°  pending  request  to  renegotiate  or  forgive  a  loan 

°  the  absence  of  eligibility  standards  for  projects  funded  by  UDAG  paybacks. 

HUD  could  only  discover  whether  or  not  a  grantee  is  vulnerable  to  mismanagement  by  regular 
monitoring  or  at  least  more  thorough  reporting  on  paybacks  than  HUD  now  required. 

EXPANDED  TECHNICAL  ASSISTANCE 

Grarrtees  have  not  set  up  ways  to  communicate  with  each  other  to  share  information  on  bow  to 
manage  economic  development  most  effectively.  Through  expanded  monitoring  arKi  risk  analysis, 
CPD  staff  could  identity  those  grantees  most  in  need  of  help.  We  would  then  be  in  a  good,  central, 
mediating  position  to  help  those  most  in  need. 
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On  the  one  hand  we  could  work  to  ease  the  flow  of  information  on  innovative  development  strategies 
between  cities.  HUD  could  help  set  up  ways  for  cities  to  better  talk  with  one  another.  One  way  to 
send  out  this  information  is  through  a  series  of  regional  conferences  sponsored  by  HUD.  Then  cities 
could  share  among  themselves  how  to  invest  UDAG  paybacks. 

We  could  a/so  compile  information  on  successful  local  strategies  as  technical  resource  material  for 
distribution  by  HUD.  One  step  might  be  to  prepare  a  manual  on  the  management  of  payback  income. 
There  are  several  ways  technical  aid  and  exchange  of  information  can  benefit  cities.  Among  these  are 
the  following: 

°  Expanded  use  of  revolving  loan  funds  and  other  techniques  that  maintain  city  capability 

to  help  projects  for  many  years  to  come. 

°  Better  targeting  of  funds  to  meet  needs  of  citizens  end  areas  in  most  distress. 

"  Use  of  innovative  methods  of  attracting  other  resources  of  capital  for  economic 

development  matching  local  funds. 

°  Use  of  paybacks  in  current  or  future  Enterprise  Zones. 

"  Use  of  city  technical  aid  to  help  minority  and  small  businesses  along  with  payback  fund 

loans. 

"  Improved  methods  of  tracking  UDAG  repayments  to  be  sure  that  developers  pay  in  a 

timely  manner  and  in  proper  amounts. 

'  Meeting  the  special  management  problems  of  small  towns  not  having  full  time  financial 

experts  to  manage  collection  and  use  of  payback  funds. 

°  Help  for  UDAG  projects  in  trouble  before  they  are  forced  into  bankruptcy. 
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APPENDIX 


SAMPLING  RESULTS 


.By  the  end  of  FY  1988,  7,073  communities  had  either  closed  out  or  completed  UDAG  projects.  Closed 
out  projects  were  those  where  the  developer  had  completed  all  activities  in  the  UDAG  grant 
agreement  and  had  incurred  all  costs  The  final  phase  is  when  a  project  is  completed.  In  addition  to 
being  closed  out,  it  has  met  its  goals  for  job  creation  and  tax  revenue  enhancement.  We  sent  the 
survey  on  income  from  UDAG  projects  to  all  of  these  closed  out  or  completed  projects  and  we 
received  590  responses  covering  i,263  projects.  Table  A.  i  shows  respondents  and  non-respondents 
in  five  population  groups    Population  data  were  available  for  578  cities.  We  decided  to  look  at  city 
size  as  a  major  factor  on  the  assumption  that  management  resources  vary  directly  with  the  size  of  the 
city.  Smaller  cities  will  have  fewer  and  less  specialized  staff  to  manage  the  collection  and  reuse  of 
UDAG  project  income    In  this  respect,  the  smaller  cities  might  be  more  vulnerable  to  mismanagement. 


Respondents  and  non-respondents  occur  at  almost  the  same  rates  for  each  population  group,  with 
one  slight  exception.  In  the  largest  population  group,  cities  of  more  than  200,000,  respondents  were 
somewhat  higher  than  Their  number  in  the  total  population  would  predict.  Further,  the  project  types  for 
projects  with  loans  for  non-respondents  are  similar  in  distribution  to  project  types  of  respondents. 
Thus,  it  is  not  unreasonable  to  estimate  values  for  the  universe  of  all  UDAG  grantees  from  a  knowledge 
of  the  578  respondents  and  the  projects  from  which  they  derive  income. 

TABLKA.1. 
Sl'RV  EV  RESPONSE  RATE  BY  C1T\  SIZE 


Respondents 


Non-Respondents 


Total 


Citv  Size 


9c 


% 


N 


9c 


not  classified 

12 

2.0 

- 

12 

1.2 

Lowest  thru  2,500 

77 

13.0 

63 

14.9     ■ 

140 

13.8 

2,501  thru  10,000 

155 

26.7 

129 

30.5 

284 

28.0 

10,001  thru  50,000 

197 

33.0 

148 

35.0 

345 

34.0 

50,001  thru  200,000 

93 

16.0 

65 

15.4 

158 

15.6 

200,001  thru  highest 

56 

9.0 

18 

4.2 

74 

7.3 

Totals 


590       100.0 


423 


100.0 


1,013      100.0 


We  also  tested  the  distribution  of  response  by  HUD  Region.  We  found  that  Regions  II,  Vrand  IX  were 
significantly  under  represented  among  the  respondents,  while  Regions  I,  III,  and  VII  were  over 
represented.  With  this  result,  we  have  decided  to  forego  further  analysis  of  the  data  by  HUD  Region. 
This  table  includes  590  cities,  including  those  not  classified  by  city  size. 


2.1 


TABLE  A.2. 
SURVEY  RESPONSE  RATE  BY  HUD  REGION 


Respondents 


HUD 

Region 

N 

% 

I 

62 

10.5 

II 

79 

13.4 

III 

71 

12.0 

IV 

111 

18.8 

V 

103 

17.5 

VI 

58 

9.8 

VII 

54 

9.2 

VIII 

20 

3.4 

IX 

19 

3.2 

X 

13 

2.2 

Non'Respondents 


N 


% 


25 

5.9 

95 

22.4 

31 

7.3 

86 

20.3 

102 

24.1 

30 

7.1 

11 

2.6 

11 

2.6 

25 

5.9 

7 

1.9 

Total 


N 


% 


87 

8.5 

174 

17.1 

102 

10.1 

19 

19.4 

205 

20.2 

88 

8.6 

65 

6.4 

31 

3.0 

44 

4.3 

20 

2.0 

Totals 


590       100.09^c 


423        100.0% 


1,013    lOO.O^'c 


